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Summary 



Russian President Yeltsin's dismissal of Premier Kirienko and his nomination of 
former Premier Chernomyrdin mark an intensification of political turmoil. This was 
triggered by a financial crisis and underlying economic depression. These political and 
economic developments have serious implications for Russia's stability, the post- Yeltsin 
succession, and U.S. interests in and policy toward Russia. This report will be updated 
if warranted by developments in Russia. 



The Issues 1 

Yeltsin's Reshuffle of the Government 

On August 23, 1998, Russian President Boris Yeltsin dismissed Premier Sergei 
Kirienko and his government and designated former Premier Viktor Chernomyrdin to 
succeed him. The Russian Duma has one week to either confirm or reject Chernomyrdin's 
nomination. Chernomyrdin is negotiating with legislators and prospective cabinet ministers. 
This political turmoil, the latest in a series of unsettling developments in Russia, heightens 
concerns about Russia's political, economic, and social stability and reform prospects. 

Russia’s Financial Crisis 

Kirienko’s dismissal was triggered by a severe financial crisis which led his 
government to announce a cle facto 50% devaluation of the ruble and a temporary suspension 
of repayment of, and a restructuring of, commercial and government debt — which 
amounted to a technical default on billions of dollars of foreign debts. The devaluation 
and suspension of repayments were precipitated by the government’s inability to service 
its rapidly growing domestic and foreign debt and by the immediate prospect of the collapse 
of the banking system — despite a $22.6 billion IMF-led bailout loan agreement in July 
1998. The causes of Russia’s financial crisis predate Kirienko’s brief tenure as head of 



1 Information for this report is taken from a variety of sources, including Radio Free 
Europe/Radio Liberty (RFE/RL), Reuters, Tass, and the Internet website, Johnson's Russia List. 
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government, and can be traced to Chernomyrdin’ s premiership (December 1 992 to March 
1998) and ultimately to Yeltsin. By many accounts, the Yeltsin team fears that devaluation 
of the ruble and the price inflation that is expected to follow will be seen by the public as 
negating the most significant economic achievements of the regime, under whose 
stewardship the GDP has contracted by about 50%, accompanied by economic distress 
worse than the Great Depression of the 1930s in the United States for most of the Russian 
population. To many observers, dismissing Kirienko appears to be an attempt to shift 
responsibility for the financial crisis to the ex-premier. The Kirienko Government had been 
hailed by the Clinton Administration as the most competent and reform-oriented Russian 
government in years. Some observers expect Chernomyrdin to take a more statist approach, 
possibly slowing Russia's economic transition to a functioning market system. 

U.S.-Russian Summit 2 

In July 1998, the Clinton Administration agreed to a Clinton- Yeltsin summit meeting 
in Moscow, now scheduled for September 1-3. Following Kirienko’s dismissal, 
Administration spokesmen announced that the summit would be held as scheduled. Some 
critics of the Administration question the wisdom of proceeding with the summit amidst 
such political and economic uncertainty in Moscow. Others argue that cancellation or 
postponement might be seen as a U.S. vote of no-confidence in the Russian government, 
further undermining its parlous economic situation, Yeltsin's presidency, and the prospects 
for reform. Economic issues will undoubtedly be high on the summit agenda. 



Political Turmoil 

The Yeltsin regime seems to lurch periodically from one political crisis to the next. 
For example, during the 1996 presidential election campaign, Yeltsin's sudden alliance 
with Gen. Aleksandr Lebed helped bring victory. Yeltsin's reelection was followed by his 
prolonged illness and an open succession struggle. In October 1996, Yeltsin fired Lebed. 
In March 1 997, Y eltsin's appointment of the "young reformers," Anatoly Chubais and Boris 
Nemstov, seemed to eclipse Chernomyrdin. In the winter of 1997-1998, Yeltsin backed 
Chernomyrdin's downgrading of Chubais and Nemstov. In March 1998, Yeltsin amazed 
observers by dismissing Chernomyrdin and the entire government and provoking a bitter 
confrontation with the Duma by insisting on the appointment of the little-known 35-year-old 
technocrat, Kirienko, as premier. Five months later, amid deepening financial and economic 
crisis, Yeltsin fired Kirienko and reappointed Chernomyrdin. 

In firing Chernomyrdin in March, Y eltsin cited chronic economic failure and the need 
for a more dynamic team to accelerate economic reform and revival. Many, however, 
believe that Yeltsin was troubled by Chernomyrdin's open assumption of the role of Yeltsin's 
successor and needed a scapegoat for past economic failures. 3 Yeltsin further humiliated 



2 See CRS Report 98-704, U.S. -.Russia Summit, September 1-3, 1998, A Preview, August 
24, 1998. 

3 Kremlin spokesmen pointedly left open the option of a third term for Yeltsin, despite the 
constitutional limit of two terms for the president. Yeltsin supporters argued that since his first 
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